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Disclaimer

This research is for information purposes only and is not an offer to sell or the solicitation of an offer to buy any
security. It does not constitute a personal recommendation or take into account the particular investment objec-
tives. financial situations, or needs of individual clients. Clients should consider whether any analysis, advice or
recommendation in this research is suitable for their particular circumstances and, if appropriate. seek profes-
sional advice, including tax advice. The price and/or value of the investments referred to in this rescarch and the

income from them may fluctuate.

Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original
capital may occur. Sophisticated capital markets and insurance products are complicated subjects requiring
thorough duc diligence and evaluation of the potential risks and benefits. Life settlement contracts and other
investments backed by, or linked to, insurance give rise to substantial risk and are not suitable for all investors.

This report is intended solely for the clients and potential clients of Life Policy Dynamics, LLC and other parties
who received this report directly from Life Policy Dynamics, LLC. No part of this material may be (i) copied, pho-
tocopied or duplicated in any form by any means, or (ii) redistributed without the prior written consent of Life
Policy Dynamics, LLC. OQur research is disseminated primarily electronically, and. in some cases, in printed
form. Electronic research is simultaneously available to all clients and potential clients of Life Policy Dynamics,
LLC.

Life Policy Dynamics, LLC does not provide tax advice. Accordingly. any discussion of tax matters contained
herein (including any attachments) was not intended or written to be used, and cannot be used, for the purpose
of avoiding tax-related penalties. Notwithstanding anything to the contravy in these materials, you are not lim-

ited in any way from disclosing the tax treatment or tax structure of matters described herein.

w© 2009 Life Policy Dynamics. LLC, All rights reserved.
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Message from the CEO

I am pleased to present our 3rd Annual Life Settlement Market Analysis. This report was created by Life Policy

" Dynamics with the cooperation of nearly two dozen market leaders as a service to our industry. This broad in-

{ dustry part1c1pat10n is a positive indication of greater transparency and collaboration. Thanks to their valuable
( support LPD was able to develop a truly robust reliable and independent analysw of the life settlement market-

place. .

LPD attained its data sample target of 1,000 individual life settlement transactions that closed and funded during
2008. The dataset includes $2.34 billion in policy face value representing nearly 20% of the estimated $11.8 billion

_ life settlement marketplace during 2008. Within the 1,020 policy study sample, the life settlement market

é ~ unlocked an average economic value of 20% (as a percentage of policy face amount) above the modest cash sur-

render value,

If that estimate of value creation is applied to an expected $11.8 billion aggregate marketplace, then our secon-
dary life insurance market will have helped create nearly $2.316 billion of gross economic value for America’s sen-

ior insureds.

It is easy to see why a life settlement transaction is attractive to senior insured consumers. Within the study data
the average life settlement offer represents 24.5% of the death benefit. This policy economic value is a sharp con-
trast to the modest cash surrender value (average 4.1% of death benefit) if the policy is surrendered to a life in-

surance carrier.

We take great satisfaction in being a part of an industry that creates substantial economic value for America’s
senior insureds, while making the primary insurance market more valuable. Together, we enjoy the rare oppor-
tunity to do well as an industry while doing good for senior insureds - a winning combination for sustainable suc-

Cess.

We value your feedback regarding this important market research and please let me know if LPD can be of ser-

vice to you. Working together we can make the life settlement industry more transparent and valuable for us all.

Very sincerely,

J. Mark Goode
Chief Executive Officer
Life Policy Dynamics, LLC

© 2004 Life Policy Dynamics, LEC. All rights veserved



About Life Policy Dynamics Liie Folicy Dymamcslw

Life Policy Dynamics, LLC (LPD) provides end-to-end outsource servicing and consulting solutions for the secon-
dary and premium finance life i insurance markets. LPD provides portfoho management and premium optimiza-
.tion services to both investors and life settlement fund managers. We also provxde mdependent policy valua-
tions for life i insurance agents and life settlement brokers. LPD offers loan qualification services for premium
finance originators, as well as colla{eral management and loan servicing for lendi‘ng institutions. LPD services
include premtum administration, cost of insurance forecastmg, insured tracking and policy dxsposmon support

for portfolio managers.

LPD adheres to strict prwacy guidelines and utilizes state of the art encryption techmques to secure the mtegnty
of each client’s and insured’s personal information. No personal or client information prowded to LPD w111 ever M'f :
be sold or shared with anyone outside of the LPD organization under any circumstance. All client data is firewall

protected within the stand-alone LPD server and database.

For more information about LPD and to inquire about the services we provide to the industry, please visit our

website at www lifepolicydynamics.com.

About the Market Analysis

The LPD Market Analysis was first pioneered in 2006, with the goal of helping
funders better understand market dynamics, so as to adjust purchasing parame-
ters accordingly. The current format has seen it evolve into an industry wide tool ‘ 2y
used to increase awareness and transparency as we strive towards a more effi-
cient marketplace. Data is aggregated on a confidential and voluntary basis from

several life settlement industry participants, only comprising actual settlement

transactions. The past few years have not only seen a growth in our data collec-

tion sample, but also a refinement in our research content. Figure 1.1 - Quarterly breakdown
of settlement cases in dataset
2006 2007 2008 - The 2008 instaliment was created with the co-
Total Policies 168 589 1020 operation of two dozen industry contributors.
Total Lives 145 528 835 The total dataset accounts for over $2.3 billion

Total face Value | $318,800,252 | $1,406,980,337 | $2,341,129,490 in policy face value and includes more than
Total Offered $93,651,351 $332,370,225 | $521,260,426 1,000 settled senior life policies. Fig. 1.1 shows
the breakdown of cases throughout the survey

Figure 1.2 - Summary of statistics from past studies i . L. B .
o ——— : period. The heavier activity in Q-2 is consis-

tent with our understanding of liquidity on the funding side of the business. Fig. 1.2 illustrates the progress LPD

has made on the data sample over the years.

v 200 Life Policy Dynamics, LLC Al rights reserved



Policy Demographics

Policy Face Amounts

In these times of financial strain, it is not only interesting, but also pertinent to analyze its effécts on trade vol-’

Figure 2.1 - Pie charts displaying policy face value distributions between 2006-2008 datasets

umes. The pie charts in Fig. 2.1 illustrate the amount of settlement activity for policies of a particular face value.

For 2008, the average face value per policy ($2,299,734) was fairly consistent with our study in previous years.
However, our most recent sample was subject to greater skew in the distribution due to a number of jumbo poli-
cies. Accordingly, the median face value becomes a more significant indicator of the market, consistently re-

maining around the sim mark for all years. In fact, the number of

policies transacted in the middle-market segment ($t-5m) has in- “Mean Face Value .| Median Face Value

creased from 45% to 54% between 2007 and 2008. 2006 $1,920,020 $1,000,000
2007 $2,391,988 $1,000,000
2008 $2,299,734 $1,067,425

As more policies are being transacted in the middle market, vol-
ume in the micro-market (<$500k) has continued to erode. In Fig\”l’l;cy? z.i -Trable»ofﬂﬁaﬁ;sic ’fac”ehvaluc’ ;t’atisti;cs
2006, one quarter of all policies had a face value of less than

ss00k, but this dropped to 17% in 2007 and 14% in 2008. The first quartile of the face value distribution shifted
from $500,000 in 2006 and 2007 to $653,500 in 2008. We also saw that when overall transaction volume began to
decline in 308, micro policies became even less desirable to brokers and providers. This is a result of the com-
mon practice in adopting variable revenue structure. The economics of the situation would reveal that brokers
and providers might avoid micro policies when the volume of the market is in decline. Looking forward though,

new niche markets for micro-market transactions may result from constraints in liquidity.

Indeed, the upper end of the market also saw a decline in volume in 2008, as the number of policies with a face
value greater than ssm dropped from 20% in 2007 to 15% in 2008. With the limitations on capital, it is more dif-
ficult for funders to achieve portfolio diversity by purchasing large face policies. Likewise, transaction costs and
the revenue driving principles have shifted providers’ attentions away from smaller face policies. Both these fac-

tors seem to have contributed to the expansion of the middle-market segment.

6
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Policy Issue Date

Life Policy Dynamics, e

As illustrated in Fig. 2.3, the dlstnbunon of the time between policy issuance and settlement was consistent with

the results of our prekus studies: 49% of the policies included in the sample were owned by the on,gmal owner:

- 50%
o 40%
X
Z 30%
S © m 2006
g 20% A
o - B 2007
. 2008
0%

0-2 Years

2-3Years

3-4Years 4+ Years

Time between policy issuance and settlement

Figure 2.3 - Frequency distribution of cases by policy life

for over four years before
settlement and the 2008
number ‘was  within  the
bounds- of the 2006 and
2007 results.
cates to us that there are
many  policies ‘originated
primarily for the use of the
insurance product, where
there may have been little
intention, or even aware-
ness, about selling on the
secondary market. On the

other side of the spectrum,

5% of 2008 policies were transacted during the contestable period (before two years) and this was again consis-

tent with the results of our previous studies.

For 2008 there was a migration of policies from the 3-4 year range to the 2-3 year range. For 2008 and 2007 re-

spectively, the 2-3 year range was 37% and 28% and the 3-4 year range was 9% and 17%. In the fourth quarter of

2008, the percent of policies
between  24-30
its highest

months
reached level
since Q306, as depicted in
Fig. 2.4.
that the decline in the finan-

We hypothesize

cial markets at the end of
2008 may have driven more
seniors to sell their policies
earlier in order to meet li-

quidity needs.

45%
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35%
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Figure 2.4 - Quarterly breakdown for policies settled within 24-30 months of issuance
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Policy Issue State

The graph'in Fig. 2.5 shows the distribution of policies by
issue state. New York and California issued policies domi-
nate the sample, accounting for over 40% of all cases. Itis

noteworthy to mention that there is a significant gap be-

. tween these two states and New Jersey, which is in a very

distant third place. Signiﬁcantly, New York and California,

two of the largest markets, have no life settlement laws in

force. Overall, 41 states were represented in the 7.008

study.

Several states showed little or no presence in the dataset as
presented in Fig. 2.6. Oklahoma (pop. 3.6m), Mississippi
(2.9m), and Kansas (2.7m) are all significantly more popu-
lous than the others in the list. In fact the remaining states
account for almost all US states with a total population of 2
million or less. The notable exceptions are Hawaii with 5

settlements, and Delaware with 29 settlements.

We can also define the state distribution by total face
amount transacted in the settlement marketplace, as
shown in Fig.2.7. It is interesting to note that Delaware,
one of the least populous states is fourth highest in total
face amount. Indeed, the average face value for Delaware
issued policies is over $4m, with an even distribution
around that figure. On the other hand, despite accounting
for 4.7% of cases in the dataset (4th overall), Arizona is-
sued policies were gth in total face amount, with an aver-
age of only s1.2m. From an overall perspective, there is a
slight trend where average face values are smaller for states
with smaller transaction volumes. This is despite the fact
that most of the jumbo policies in the dataset were origi-

nated in the states with smaller transaction volume.

8
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Figure 2.5 - Issue State Distribution by Volume

Value

‘States with 0 cases . ] States with 1-2 cases -
Alaska New Hampshire
Idaho Mississippi

Maine District of Columbia
Montana Kansas

North Dakota Rhode island
Nebraska New Mexico
Oklahoma Wyoming

South Dakota

Vermont

West Virginia

Figure 2.6 - Table of low prevalence states

Other
34%

Figure 2.7 - Issue State Distribution by Face
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Carrier Demographics

Seraces

Carrier Distribution

Although rarely considered in the analysis of life settlements too rigorously, the squect of life insurance carriers
is a notable one to in{/estigate. As the originators of the life insurance, it is interesting to see which carriers are
dominant in the settlement marketplace and what information this may divulge. Fig. 3.1 shows the breakdown of
carriers in the éample set. Of the &7 carriers in the study, the g largest a_fe depicted. The ‘Big 4- carriers account
for almost 40% of all policies transacted on the secondary life market. A significant gap exists between the Big 4
and the next largest group with AIG’s 8.0% stake being much larger than MetLife’s 5.6% share.

Other,36.1%

Figure 3.1 - 2008 Settlement distribution by life insurance carrier

It is important to note that the proportions as shown in the pie chart are representative of settled transactions.

< ooa life Policy Dvnanues, 1.C Al siphts reserved



However, it is also interesting to note how this compares to market share by face value. Although we'd expect

this to tie in closely with gross counts, there are several outliers. As you can see in Fig 3.2, Metlife constitutes a

much smaller proportion by face value. On the other hand, Phoenix and ING have a larger market share when

Carrier / Face Market Share | Total Face Value - | Average Face Value
Lincoln Financial 1 1 L121% $285,604,162 $2,321,985.06
John Hancock 2 2 10.4% $275,842,151 . $2,602,-284.44
Transamerica . 3 4 8.8% $206,103,114 ‘ $2,290,034.60.
AlG - "4 3 8.0% '$222,847,559 $.2,717,653.16
Metlife 5 9 5.6% $112,265,203 $1,969,564.96
AXA Equitable 6 7 5.1% $123,516,000 $2,375,307.69
New York Life 7 ‘8 4.7% $122,073,627 $2,543,200.56
ING 8 5 4.6% $150,290,616 $3,197,672.68
Pacific Life 9 10 4.6% $111,086,717 $2,363,547.17
Phoenix Life 10 6 3.1% $131,070,908. $4,095,965.88
Genworth 11 14 3.1% $57,198,787 $1,787,462.09

Figure 3.2 - Summary of statistics related to carrier market prevalence

looking at dollar amounts. These observations are further emphasized when looking at average face value. It is

interesting to note that the figures for Phoenix Life issuances are not skewed by jumbo policies, with half of the

face values amounting to $4.5m or more. Additionally, several carriers were more prevalent among smaller poli-

cies, notably Aviva (Range: $4ok-s2m, Median: $625k) and Mutual of Omaha (Range: sisok-si.5m, Median:

$850k).

We can also make some interesting findings
by dividing the transaction volume by quar-
ter. By comparing changes in market share,
as defined within the constraints of our
dataset, we can make comparisons between
carriers, irrespective of overall changes in
Phoenix Life, which

experienced a downgrade towards the end

transaction volume.

of Q3, saw a steady market share of around
3.7% over Q1-3 with a significant drop to
1.7% in Q4. Similarly, the financial news
surrounding AIG contributed to investor
concerns about their credit risk which is

indicated by a sharp decline in demand for

10%
9%
8%
7%
6%
5%
4%
3%
2%

Market Share (%)

1% -

0%

MetlLife AXAEquitable ~— AIG —— PhoenixLife
MWM"' %
e A //
—_— /N
A

—~/

S

\\

Q108 Q208 Q308 Q408

Figure 3.3 - Quarterly transaction volume for select carriers

AIG policies in the Q4 secondary market. Fig. 3.3 shows the quarterly transaction volume for the few carriers

with discernable trends.
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_ Uncoln Financial -~~~

State Cases State. Cases

CONY 34.3% CA. 16.:3%
cA : 200% | | NY B 13.8% )
iL Sl 8.6% | - (w 9.8%
MN 48% | | OH o 89% | , e
™ © 3.8% AZ  5.7% I
Top 5 : 71.4% Top 5 54.5% i

,, Transamerica S NG ;
State Cases State ’ Cases

CA 21.6% NY 33.3%
NY 19.3% CcA 14.7%
OH 8.0% NJ 9.3%
AZ 5.7% ™ 5.3%
NI 4.5% A 5.3%
Top 5 59.1% Top 5 68.0%

Figure 3.4 - Breakdown of top five issue states for ‘Big 4’ carriers as repre-
sented in the 2008 settlement market.

Aside from analyzing transaction volumes, we can also look at how the particular carriers are distributed by issue
state. We would imagine the results to be similar to the overall sample, as discussed in the previous section, with
slight discrepancies. However, just looking at the top four carriers we see some notable differences, as shown in
Fig. 3.4. Lincoln Financial policies were much more evenly distributed by state of issue than other carriers, while

John Hancock was most concentrated in New York and California issuances.

©zova bite Policy Dvoamies, LEC AN nghes resersed



Carrier Ratings

. “Despite the massive downgrades that ambushed the financial markets in the, second half of 2008 the distribution
of carrier ratings remained relatively consistent with previous years’ results. Certamly, the diversity of carriers
helped minimize the effects of the downgrades on the industry as a whole. Thus, compared to the rest of the

universe of financial instruments, the underlying credit rating of a portfolio of life settlements would have been

minimally affected by the decrease in credit quality.

s AM Best B o Moody's Standard and Poor's’
mA A = A+ mA++ & HighYield mA WA3 % Aaa ™ HighYield = A wAA = AAA = High Yield

57%
Gg%

F|gure 3 5 Carrrer ratmg drstnbutrons (mnermost rmg represents zoo6 outermost ring represents 2008)

The events during the latter stages of 2008 have illustrated one of the advantages of investing in cash life settle-
% ments over synthetics. Namely that cash life settlements do not have exposure to the credit risk of the counter-
party (ie. investment bank) involved in the synthetic trade. Despite being marketed by many as an “uncorrelated
asset”, any synthetic swap is still subject to counterparty risk and in order to properly value any longevity swap
(even one that is index based), it imperative to model default probabilities and correlations in addition to any
longevity modeling. However, an investor that holds life insurance policies on their balance sheet is primarily
concerned with measuring and managing longevity risk. An investor in a life settlement fund, while minimally
subjected to the credit risk of the underlying instruments, must also concern themselves with the solvency and
management performance of the fund. However, this goes without saying as any qualified investor should be

expected to perform their due diligence before investing.

< aaog Lite Policy Dynanaos, EEC Albnphes reserved
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Insured Demographics

Age and Gender Distribution

- Our findings over the past three studies cortoborate

the general assumption that the market is two-thirds : i 008
‘male and one-third female. In 2008, 65.7% of our sam- Females 375 343
ple was male while 34.3% of the population was fgmaie. | Males 62.5- 63.5 | 65.7
Both the male and the female results were consistent - . iy ‘

Figure 4.1 - Gender distributions between 2006-2008

with previous years’ sample as summarized in Fig. 4.1.

.

Breaking down the separate genders by age group for frequency analysis, we see a much more significant growth
in the number of females as age increases than we do for males as illustrated in Fig. 4.2. Looking first at the male ‘
sample, the age distribution is relatively symmetric and slightly less peaked than a normal distribution, with a |
2008 average age of 76.8 years and a standard deviation of 5.7 years. The sample of the females in our study dif-
fered greatly as the distribution was skewed left and more peaked around the mean. The average female age was
81.1 years with a standard deviation of 4.7 years. A closer look at the histogram shows us that nearly half of the
femnales in the sample were in the 80-85 range. The fact that these distribution trends show consistency over the
three years indicates a level of significance behind it. One reason behind this may be because of the higher risk
in fernale settlements as a result of higher general life expectancy and lower experience. Consequentially, female

cases that do reach settlement tend to be of higher ages than their males counterparts.

Females Males
45% s 45%
40% e 40%
e 3GOG A e i [— —_— 35%
X , 1 B
S 30% g —— 2006 S 30y :
5 25% _I-: ““““““ ® 2007 g 25% 3
T 20% o 3 20% 1 :
o i i
& 15% % 22008 & 15% |
10% = 10% 1 i
5% + 8 5%
0% - 0%
<70 7075 7580 8085 >85 <70 7075 75-80 80-85  >85
Age Group Age Group
Figure 4.2 - Age distribution by gender
3
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Life Expectancies

Discussions concerning life expectancy have always commanded the full attention of all life settlement market

participants. Life expectancies are used in every realm of our business. From quahfymg insured client expecta-

" tions to generating prices and pro;ectmg investment returns, the degree to whxch we depend on life expectancxes

“cannot be underestimated. Understandably, with so much reliance on accuracy, LE providers are quick to be

viewed with scrutiny. This was all the more true in 2008 with changes in underwriting methodology at several
firms. In this section, we hope to shed some light on how the various LEs compare among their providers, and

what they mean as a whole.

As many of you know, we presented earlier formats of our 2008 report with AVS and 21st data alone, as the sam-
ple sizes we had from other LE'providers were too small to- exhibit. However, after the initial unveiling of the
study, both Fasano and ISC indicated their willingness to participate with us directly for the report you are read-
ing now. . This new LE data required an additional step in preparation to coordinate their involvement.

Average Life Expectancy by Age

To compare different LE providers, we separafed the 2008 life expectancies by age groups. In the end, we were
able to ‘fill in the gaps’ with LE data on many of the insureds in our dataset. Although we received a different
number of underwritten lives from each LE provider (21st: 796, AVS: 769, Fasano: 523, ISC: 294), it is most appro-

priate to compare them

on the same set of lives AVS 21st Fasano ISC

of which there was an

overlap of 235 unique 200
insureds. Fig. 4.3 shows

the average LE in 175 0“‘%%“«
months at various age \\ -
groups for each of the 150 \\\\\\‘L

100 4~ T

LE providers in our

125
sample. Figures for the

<70 age bracket must

Life Expectancy (months)

not be taken too seri-

ously as they represent 75 1o -
only 6 individuals in the \

overall sample, all of 50 . : r : s

which are male. <70 70-74 75-79 80-84 >85

Age Group

Figure 4.3 - Average life expectancies by age group for identical insureds
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Among the 235 insured dataset, Fasano consistently provided the longest LEs overall, and 21st Services appears to,
have conswtently been the shortest among the four LE providers. AVS is very much between the two, exhibiting
o a[most identical changes in slope to 21st. 1SC, on the other hand reveals a W1der array of change across the vari-
ous age groups with the longest LEs in the youngest age group and the shortest in the oldest age group.. How-
~ever, it is easy to notice that there is a strong convergence in the AVS, 2ist and ISC average LEs towards the older
age groups - all within an 8 month range,
Fxg 4-4 shows the same presentatxon format for all the LE data we have, irrespective of overlap information on
the same insured. The results are similar to the ﬁltered sample, except that the <70'age group is much expanded
for AVS, 215t and Fasano, thereby giving us a cleaner gradient.

AVS 21st Fasano 1SC
200
175 _
7 .
= i,
£ 150
o
E
& 125
«
4
.1
Qa
d 100
&
o]
75
50 , . . . , |
<70 70-74 75-79 80-84 >85
Age Group

Figure 4.4 - Average life expectancies by age group for complete dataset
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Difference from a Blended Average

Another way to v1suahze these differences is by comparing the variance of each from a blended average of all four -
LEs. The graph in Fig. 4.5 shows the average difference from this ‘blended LE’ in months. This is a straight aver-
age of AVS, 21st Services, Fasano and ISC life expectancies on the same insured. As a result, you should be able to

" see that the values shown at each age group sum to zero.

AVS 21st Fasano IsC
25.0 '
20.0
15.0
10.0 Ead

5.0 \

0.0 T T T 7 )

- =
\ /

-200 "

Difference from blended LE {(months)

-250
Age Group

Figure 4.5 - Average absolute difference from blended LE

Immediately, we see that the AVS and 21st are both constantly below the average, which is the opposite case for
Fasano. It is also interesting to note that AVS is closest to the industry average - never deviating from the mean
by more than 10 months across all age groups. Likewise, Fasano is also very consistent within a g month variance
band of LEs +10 to +19 months from the average. As we saw on the previous graphs, ISC LEs seem to depart from
the mortality curve shown by the other three LE providers, which is further illustrated in this depiction. We see
that at the lower age ranges, they predict longer life expectancies than Fasano on average. As age increases, the
propensity at which their life expectancy decreases is so much more drastic than everyone else that they end up

being shorter than 2ist LEs on average.

a00g Lite Policy Dynamics, L Albrights rescrved.
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However, it may be more relevant to analyze the percentage difference from the mean. This accounts for the fact
that higher age groups would have shorter LEs, where slight dlfferences have more volatile effects on their appli-
cation (eg. settlement prxcmg) The graph in Fig. 4.6 is derived in ‘similar fashion to Fig. 4.6, but the difference
from the blended LE is calculated as perceritage difference. Once again, AVS LEs are closér to the average, rang-
ing between 1.8% and 4.7% below the blend. When looking at percentages, 21st LEs also remain within a rela-
tively small range of divergence. Fasano LEs, which showed a steady absolute difference in the previous graph,
demonstrate an increasing spread from the average with increasing age. However, it is also- 1mperat1ve to recog-

nize that the other three LE provxders show a general convergence at hlgher age groups, thereby exaggeratmg

this spread. . , ' ) . - : , %
i
H
AVS 21st Fasano ISC
30.0%
25.0% - —
f“"’w
. 20.0% e
15.0% - -
- it e
10.0% o

>0% \

Difference from blended LE (% of blend)

0.0% : ; ~_ : ,
‘V/— 4 75~ -
0% <7 70-7 5-79 B SBS
\ I
S100% 4 - \ / . g \ SR
-15.0% et
-20.0%

Age Group ;

Figure 4.6 - Average percentage difference from blended LE
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Gender Discrepancies

The four graphs in Fig. 4.7 show the difference between male and female underwntmg for each of the LE prowd—

ers in our survey. These use the entire dataset, as opposed to the restricted sample based on identical insureds.

AVS S _ 21st.
200 _ : - 200
-Fr':' 175 : \\ | fé ot |
o - ] \
E 150 4 E 150
Bl NG TN w ~
a ° .
g 100 \\ g 00 \\
o -]
< 5 ‘\\\“ < s — \‘\\
50 T ¥ v T + 50 T T T T 1
<70 70-74 7579  B80-84 >85 <70 70-74 7579  80-84 >85
——— Male -~ female Male Female

\ Fasano 200 isC
200
175 S, \

150 N ZZ | \
N~

125 125

i \ 100 \\\
75
75
50 T 7 T T
<70 70-74 75-79 80-84 >85

Average LE (months)

Average LE (months)

50 ; - . \
<70 70-74 75-79 80-84 >85

——— Male female

Male Female

Flgure 4 7 Gender dlscrepanues by LE provnder

As we would expect, males are generally underwritten with significantly lower LEs than females in the same age
group. An important statistical discrepancy to note, as discussed in the previous section, is that the female data

is a lot more prevalent at the higher ages, as compared to the males.
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Gender Discrepancies

“The four graphs in Fig. 4.7 show the diﬂ'erence between male and female underwriting for each of the LE prdvici-

_ers in our survey. These use the entire dataset, as opposed to the restricted sample based on identical insureds.
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Figure 4.7 - Gende

As we would expect, males are generally underwritten with significantly lower LEs than females in the same age
group. An important statistical discrepancy to note, as discussed in the previous section, is that the female data

is a lot more prevalent at the higher ages, as compared to the males.
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Life Expectancy by Maturity Age

Another perspective on the concept of life expecfancy is the estirﬁated maturity age of the. insured. We can cal-
culate this by taking a specified set of LEs and addmg it to the underwritten age. Life expectancy by age as seen
by each of the LE providers is graphed on Fig. 4.8. Of course, the results are as anticipated, but 1t is an alternate

_viewpoint that is seldom considered.
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Figure 4.8 - Average life expectancy age

Although general life expectancy for the US tends to be in the mid to high 70s, we deal with a more exclusive set g
of seniors in the life settlement industry. On the one hand, the insureds are of higher net worth than the average {
American and have lived their life with more comprehensive healthcare. Additionally, as we saw in the age distri- ;
butions, many of them have already passed the threshold age of US life expectancy. Remarkably, the overall

sample reveals average life expectancies of 87 years for males and g1 years for females, using all four LEs.
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The graph in Fig. 4.9 shows the distribution of life expectancy by age and gender using a blended LE. As we
would expéct from both our observations on age distributions and the differing mortality trends, the female sam-
ple is much higher than the male sample. Interestingly, we see 50% of males with a life expectancy in the 85—88
year bracket. The concentration is-even more extreme in the case of females, with almost 70% in the 9o-93 year

bracket.

® Male M Female
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Life Expectancy Age

Figure 4.9 - Distribution of life expectancy age by gender
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AVS and 21st Comparison

The overall prevalence of AVS and 215t LEs in our initial dataset was a'significant reason behind not ’inéludi'ng the
other LE providers in our previous reports. Fig. 410 shows average LEs on our overlap of the 703 lives we had
with AVS/2ist data. k

Female AVSLE -~ Female 21stLE

Male 21st LE

Male AVSLE -
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Figure 4.10 - Average Life Expectancy for identical insureds for AVS and 21st data
Just looking at these two LE providers, we see that they are not all too dissimilar. All the lines show a clean
downward trend, consistent with our assumptions on mortality. Comparing the ‘Male’ lines with each other, and

the ‘Female’ lines with each other, we can see that the inflections are similar for each pair, remaining close to

parallel. There is also a convergence in the spread with increasing age.
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Figure 4.u - Average life expectancies for AVS and 21st before and after November 1st 2008 (underwriting adjustments)

By the 4th quarter of 2008, both AVS and 21st had made adjustments to their underwriting and/or mortality ta-

bles. Breaking this down into a ‘before and after’ scenario, we see a stark change, as shown in Fig. 4.u. From

this, we can make several clear observations. Both LE providers showed a general increase in average life expec-

tancies, as the curves shift upward. However, we see a larger shift in the 21st Services curve, which leads us to

believe that their changes were more substantial. It is also noticeable that the overall effects were much larger

on the lower end of the age spectrum. Although the graphs depict the curves intersecting at several points, we

4 can partially attribute this to the considerably smaller sample size of 2008 settlements traded with the new LEs.
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We can get another interesting perspectwe on this by looking at it on ‘a time-series basis. Fig. 4 12 shows a
monthly analysis of a direct comparison between AVS and 2ist life expectancies. This does not take into account”’
the absolute difference (number of months) between the two LEs.
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Figure 4.12 - Percentage of cases where AVS LE is higher than 2ist LE by 2008 month

We can observe the following:

e From January to September, AVS LEs are higher than 21st LEs 80% of the time on a very consistent basis.

e  After the change by 21st Services in mid-September, the number drops significantly to 40%.

e After the change by AVS in mid-November, we see a climb back up to around the 50% mark.

It is also interesting to note how the trends are different between genders, with AVS yielding longer LEs on fe-
males in the fourth quarter of 2008. The final 50% number for the end of December suggests that the two LE
providers have, to some extent, converged in their underwriting. This is something that will be looked at more

closely in 2009.
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Concluding remarks on life expectancies

" The expansive time-scale nature of life expectancies is such
that it‘is hard to compare probabilistic estimates with actual
results. Furthermore, an LE on any given insured is almost

\ " guaranteed to change thfoughout their life, as the variables
L ~ are infinite. With this in mind, we should conclude that ab-
solute precision is unattainable in the realm of LE service
. providing. However, with the experience gained over time
and the constructive competition between them, we have

every reason to maintain confidence in the performance of

our industry's LE providers.

Although the industry is encouraging standardization among
life expectancy providers, differing points of view should
always be encouraged for a science so complex. At this time,
the leading LE providers are working together to agree upon
best practices, underwriting standardization and perform-

ance reporting standards.
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Settlement Economics
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Premium Financihg
S o ; v W Core Settlements M Preniium Financed Settlements
Between the last two survey years, we " S ] S 94.1%
can see a significant decline in the ' '
number of premium financed settle-
ments, as shown in Fig. 5.1. This is in
accordance with the perceived de-
crease of funding in the marketplace
for the purchase of premium financed
policies. The accompanying table in
Fig. 5.2 shows a quarterly breakdown

of premium financed settlements rela-
tive to core settlements. We can ob- 2007 2008
serve that the liquidity squeeze in the

fourth quarter of 2008 had the most Flgure 5.1 - Breakdown of premxum ﬁnanced vs. core settlements
effect on premium financed settle-

ments.

Core PE The table in Fig. 5.3 shows certain discrepancies that we’'d expect between

Q108 96.0% 4.0% premium financed and core transactions. Face values are over twice that of

Q208 90.9% 9.1% regular settlements, with half of all premium financed settlements consist-

Q308 91.7% 8.3% ing of policies with face values greater than $4m. The duration between

Q408 97.0% 3.0% issuance and settlement is also drastically shorter for premium financed :

T T I S e originated paper. In fact, 80% of all premium financed settlements were
Figure 5.2 - Quarterly breakdown of 8 P ‘P . P
core vs. premium financed cases completed within 24-‘36 months after the pOlle was issued.

Face Value " ‘Policy Life {months) : ‘Face Value )
Core $2,044,424 266.2 $1,042,880 67.8
Premium Financed $4,182,181 36.9 $3,000,000 29.6

Figure 5.3 - Table of general statistics comparing core vs. premium financed settlements
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Offer to Broker

Without access to the winn.‘mg bidder's IRR, we use the offer to broker as a percent of face as a proxy for analyz-
ing the rate of return of the market. Fig. 5.4 illustrates both the development of the life settlement market over

the past three years and the impact of the ﬁnanpi_al markéts on 2008 returns.

35% + JA\
W/

30%

Offer to Broker (as a % of facé)

/\
\ / \/ N

20% T T T ¥ ¥ T ¥ T T T T t
Q106 Q206 Q306 Q406 Q107 Q207 Q307 Q407 Q108 Q208 Q308 Q408

Figure 5.4 - Quarterly breakdown of offer to broker as a percentage of face value

Over the past few years, volatility has subsided as the life settlement market has grown more efficient. The in-
crease in transaction volume and reporting of industry data has helped to drive IRR convergence and has aided
providers in issuing more competitive bids which has decreased the number of outliers and reduced bid volatil-
ity. The apparent pricing convergence over the past three years is more impressive given the recent growth in
proprietary models, but the data suggests that the multitude of pricing strategies employed by the demand side

may not produce as diverse a result as previously thought.

Although the assumptions and methods will differ from model to model, all valuations are still significantly de-
pendent on the life expectancy chosen. Convergences from the life expectancy providers has certainly reduced
IRR volatility and while the choice of the LE provider is still the most significant factor, the deviations between
the LE providers are beginning to diminish. Further convergence will be driven by increased transparency of the
LE provider’s methodology and the commissioning of independent studies to account for the difference in each

LE provider's methodology.
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Looking closer at the 2008 numbers, one can see evidence of ‘the perfect storm’ that hit the life settlement mar-
ket in September with a combination of limited liquidity and the increase in 21st Services life expectancies. Al-
though g’enefaﬂy considered to be an4u‘.nc'orrelated asset because a vast majority of a life settlement’s risk is due
to longevity, the drop in offer to face suggesté that there exists a correlation to other capital markets. Therefore,
it suggests that when pricing a policy one needs to consider a liquidity risk premium for the instrument. Because
liquidity problems began to impact the market at nearly the same time that LEs were increased (and ratio of offer
to face dropped because of the time value of money) it is diﬂie.:ult to separate the effect of liquidity and longevity
on the market. We recommend further study into quantifying the risk premiums that compose the cost of capi-

tal for a life settlement policy. ‘ . L ¢

Fig. 5.5 shows the frequency breakdown of the offer to broker as a percentage of face value. Offers between 10-

25% account for over half of the transaction volume in our 2008 sample.
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Figure 5.5 - Frequency distribution of offer amounts to broker
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Value Created
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Figure 5.6 - Frequency distribution of value created

; To estimate the amount of value created to the general consumer, we looked at the difference between offer to
broker and the cash surrender value of the policy. Although this inherently includes varying layers of fees, it can
be used to give an approximation of the consumer value created by the life settlement transactions. Fig. 5.6
shows a frequency breakdown of value created as a percentage of face value. As expected, the distribution
closely mirrors that of the offer to broker, although significantly compressed to the lower ranges of the spectrum

after taking into account the policy cash values.

~ Average : Average |
Cash Surrender Value $49,036 $1,030 $34,717,135 CSV/Face Value 4.09%
Face Amount $2,299,734 $1,067,425 }$2,341,129,490 Offer/Face Value 24.41%
Offer to Broker $512,044 $298,473 | $521,260,426 Value Created 20.33%

Figure 5.7 - General statistics on value creation
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State Regulation Pt e

In our sample, 60% of policies fell under the jurisdiction of regulated states. However, this data is slightly biased’
because the regulated states in our sample had a higher population on average. Adjusting for population, there
were 4.38 policies per miillion for unregulated states and 2.78 policies per million for regulated. We believe that
the essential reason for this difference is that the lack of regulation allows for more policies. to be transacted.
However, it should be noted that GDP per capita was nearly ten thousand dollars higher in ~unregulatéd states
(such as New York and California) and so it is possible that more policies may emanate from unregulated states
per capita simply because they have a wealthier population. Another possible reason we cannot fully account for

is the differing age distributions between states.

The results of our study also contradict the idea that the consumer benefits more from increased regulation. In
2008, consumer value created as a percent of face was 21.72% in unregulated states and 19.84% in regulated
states. While not significant, the data does suggest that consumers do receive marginally higher offers in un-
regulated states. Fig. 5.8 on the following page shows a breakdown of value created by state. It is important to
keep in mind that these figures are subject to irregularity due to the large variance in sample sizes between

states.
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Value Created
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Figure 5.8 - State breakdown of figure related to value creation

30




Life Pdlicy Dynamics, e

Porion Managemen Serades

Thank you to all those who contributed data to the study.

For inquiries related to the research, please contact:

jonathan Nguyen-Phuong
Director of Research ;
jonathan.nguyen-phuong@lifepolicydynamics.com *

For business inquiries, please contact:

Terry Fields
Director of Operations
terrance.fields@lifepolicydynamics.com
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